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Abstract
In this paper we make an empirical study of the relationship 
between risk disclosure and the cost of equity. In particular, the 
objective being pursued is to contrast whether or not the cost of 
HTXLW\IRUWKHFRPSDQ\LVUHODWHGWRLWVÀQDQFLDODQGQRQÀQDQ
FLDOULVNGLVFORVXUH2XUUHVXOWVVKRZQRVWDWLVWLFDOO\VLJQLÀFDQW
relationship between the latter and the cost of equity; and a 
VWDWLVWLFDOO\ VLJQLÀFDQW UHODWLRQVKLSZLWK D SRVLWLYH VLJQ EH
WZHHQWKLVFRVWDQGÀQDQFLDOULVNGLVFORVXUH7KLVVXJJHVWVWKDW
company risk disclosures appear to introduce unknown con
tingencies and risk factors rather than only update information 
about known risks.
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riesgo de la empresa parecen presentar contingencias desconocidas y factores de riesgo en 
vez de sólo actualizar la información sobre los riesgos conocidos.
Palabras clave: costo de los recursos propios, riesgo, información sobre riesgos
&ODVLÀFDFLyQ-(/0
Introduction 
There are numerous studies on the economic consequences of divulging accoun
ting information. From a theoretical perspective, greater disclosure is mainly asso
ciated with a reduction in information asymmetry (Diamond and Verrecchia, 1991 
and Kim and Verrecchia, 1994) and a reduction in investor uncertainty (Botosan, 
1997), which indirectly reduces the cost of equity. However, empirical studies 
KDYHQRWSURYLGHGDQ\FRQFOXVLYHÀQGLQJVRQZKHWKHUPRUHLQIRUPDWLRQUHVXOWVLQ
a lower cost of equity (Verrecchia, 1999). In any case, it is worth noting that almost 
all these studies focus on analysing the relationship between the cost of equity and 
disclosure, considering the information as a whole, without distinguishing between 
the different types of information companies disclose. Obviously not all published 
information is equally relevant. Furthermore, the publication of additional infor
PDWLRQZLOOSUREDEO\EHPRUH LQÁXHQWLDO LQDUHDVZKHUHREOLJDWRU\DQGVWDQGDU
dised accounting information has the greatest gaps.  For that reason, study of the 
impact on the cost of equity of publishing different types of information may be 
especially important.
Risks are one of the categories with particular shortfalls in the accounting infor
mation that is currently published. For several years now, professional accounting 
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One advantage of risk disclosure is its impact on reducing the cost of equity. In
YHVWRUV·ULVNSHUFHSWLRQVDUHDPDMRUIDFWRULQGHWHUPLQLQJWKHFRVWRIHTXLW\DÀUP
has to assume. Risk disclosure can therefore help to reduce investor uncertainty, 
thereby reducing the risk premium required from the company. However, very few 
studies have dealt with the relationship between risk disclosure and the cost of 
equity. In this line, possibly the only study that can be cited is that by Guo (2003) 
which analyses the impact of risk disclosure on the cost of debt.
This  study adopts a different perspective, making an empirical study of the rela
WLRQVKLSEHWZHHQULVNGLVFORVXUHDQGWKHFRVWRIHTXLW\XQGHUVWRRGDV WKHSURÀ
WDELOLW\LQYHVWRUVH[SHFW,QSDUWLFXODUWKHREMHFWLYHEHLQJSXUVXHGLVWRFRQWUDVW
whether or not the cost of equity for the company is related to its risk disclosure. 
The rest of the work is structured as follows: Section 2 analyses the antecedents in 
the literature on the object of study. Section 3 presents the hypotheses. Section 4 
details the data used and the methodology chosen to analyse it. Section 5 presents 
WKHÀQGLQJV$QGWKHODVWVHFWLRQVXPPDULVHVWKHPDLQFRQFOXVLRQV
Background
There is abundant literature on the relationship between disclosure and the cost 
RI HTXLW\$ÀUVW OLQHRI LQYHVWLJDWLRQ LQ WKH OLWHUDWXUH LV EDVHGRQ WKH LGHD WKDW
disclosure reduces the cost of equity by reducing investor uncertainty over risk 
estimation. In this regard, a higher amount of (published) information reduces un
certainty for investors when forming their optimum portfolio and determining the 
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optimum price for the values in it (Clarkson et al7KLVUHGXFHGXQFHUWDLQW\
OHDGVWRKLJKHUSULFHVDQGWKHUHIRUHORZHUUHTXLUHGSURÀWDELOLW\RUFRVWRIHTXLW\
Thus, if it can be shown that a higher amount of published information reduces 
risk, indirectly this should, in theory at least, also be showing that it reduces 





risk are not conclusive. However, Prodhan and Harris (1989), who carried out a 
VLPLODUVWXG\RQ6WDWHPHQWRI)LQDQFLDO$FFRXQWLQJ6WDQGDUG1R6)$61R
GHWHFW WKDWQRQGLYHUVLÀDEOH ULVN PDUNHWEHWDGHFUHDVHV LQFRPSDQLHV WKDW
SXEOLVKVHJPHQWHGJHRJUDSKLFDOLQIRUPDWLRQIRUWKHÀUVWWLPH,IWKHEHWDZHUHDQ
DSSURSULDWHLQGLFDWRUIRUQRQGLYHUVLÀDEOHULVNWKDWFDQEHUHGXFHGE\SXEOLVKLQJ
information, the results reported by Prodhan and Harris (1989) would show that 




A second line of research is based on the contribution that disclosure makes 
WRZDUGVUHGXFLQJWUDQVDFWLRQFRVWV$PLKXGDQG0HQGHOVRQ,QYHVWRUVSOD
ce a lower valuation on securities subject to higher transaction costs and so the cost 
of equity for these securities is higher. Usually, higher transaction costs are asso
ciated with greater information asymmetry (Diamond and Verrecchia, 1991 and 
Verrecchia, 2001) and lower liquidity (Diamond and Verrecchia, 1991 and Kim 
and Verrecchia, 1994). This is the reason why studies in this line of research resort 
to proxies or indicators for these magnitudes like relative spread, trading turnover 
or standard deviation of yields. In this line, Greenstein and Sami (1994), who also 
IRFXVWKHLUDQDO\VLVRQ6(&·VSURPXOJDWLRQRIWKHREOLJDWLRQWRSXEOLVKVHJPHQWHG
information, show that relative spreads reduce in companies that begin to publish 
WKLVW\SHRILQIRUPDWLRQ:HONHUDQG+HDO\et al. (1999) obtain similar re
sults after analysing the disclosure quality ratings published by the Association for 
,QYHVWPHQW0DQDJHPHQWDQG5HVHDUFK$,05+HDO\et al.ÀQGLQFUHDVHVLQVKD
re prices, monitoring by analysts and public funding for companies that improve 
16HH/DNRQLVKRN
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GLVFORVXUHWKXVUHDIÀUPLQJWKHUHODWLRQVKLSEHWZHHQLPSURYHGGLVFORVXUHTXDOLW\
DQGUHGXFHGLQIRUPDWLRQDV\PPHWU\DQGLPSURYHGOLTXLGLW\/HX]DQG9HUUHFKLD
(2000) study German companies that voluntarily submit to greater disclosure re
quirements established by International Accounting Standard (IAS) or by genera
lly accepted accounting principles and criteria in the USA (US GAAP), and they 
conclude that relative spreads fall and the trading volume increases in companies 
WKDWYROXQWDULO\SXEOLVKLQIRUPDWLRQ0RKGUHDFKHVVLPLODUFRQFOXVLRQVLQD
study related to the capitalisation of software development costs. 
Studies show that relative spreads decrease when disclosure increases and infor
mation asymmetry decreases. Hence, in accordance with the above, greater disclo
VXUHOHDGVWRDORZHUFRVWRIHTXLW\+RZHYHUWKLVFRQFOXVLRQFDQVWLOOEHTXDOLÀHG
Firstly, not all the margin or spread between supply and demand obeys information 
costs. In fact, some empirical studies situate this component at only 50% of the 
total spread (George et al.LQVSLWHRIWKHGLIÀFXOWLHVDQGELDVHVWKDWFDQ
occur when attempting to isolate the informative component of the total spread to 
analyse its relationship with information asymmetry. Secondly, bearing in mind 
that relative spread is the quotient between absolute spread and share price, there 
is no guarantee that a reduction in that relative spread is necessarily due to less 
information asymmetry. In fact, according to Berk (1995) shares from higher risk 
FRPSDQLHVKDYHORZHUYDOXDWLRQVDVWKHLUIXWXUHÁRZVDUHGLVFRXQWHGDWDORZHU
rate. In these companies, if disclosure reduces the estimation risk, the valuation 
and share price will increase (reduced discount rate) with a consequent reduction 
in relative spread, even when there has been no change in information asymmetry. 
Although it is true that in this case the cost of equity falls, the situation can also 
occur where there is a reduction in relative spread but information asymmetry and 
estimation risk remain constant. This may occur when the share price increases as 
DFRQVHTXHQFHRILQFUHDVHGH[SHFWDWLRQVRYHUWKHIXWXUHFDVKÁRZVWKHFRPSDQ\
ZLOOJHQHUDWH%RWRVDQ
Regardless of the impact or otherwise on estimation risk, information asymmetry 
or transaction costs, various studies show that company managers behave as if 
JUHDWHUGLVFORVXUHUHGXFHVWKHFRVWRIHTXLW\,QIDFWWKHVHZRUNVÀQGWKDWSULRUWR
an increase in capital or entry into new markets, managers increase disclosure and 
there is an increase in share price (reduction in the cost of equity; see Frankel et 
al.DQG/DQJDQG/XQGKROP)RUWKLVUHDVRQDWKLUGOLQHRIUHVHDUFK
is of interest which provides direct empirical analysis of the relationship between 
disclosure and the cost of equity. 
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The seminal work in this line (Botosan, 1997, using data from a sample of 122 
American industrial companies) shows that companies with higher levels of volun
WDU\GLVFORVXUHEHQHÀWIURPORZHUFRVWVRIFDSLWDO+RZHYHUWKLVUHVXOWRQO\KROGV
for companies with a low level of monitoring by analysts. Subsequently, Botosan 
DQG3OXPOHHH[WHQGWKHVFRSHWRYDULRXVVHFWRUVDQG\HDUVDQDO\VLQJWKH
relationship between the cost of equity and three types of information, annual ac
counts, periodic reports (quarterly) and other reports for investors. The results are 
surprising; while there is a negative relationship between the cost of equity and the 
degree of annual accounts disclosure, that relationship becomes positive for quar
terly information (timely information) giving results that contradict the theoreti
cal predictions. Botosan and Plumlee (2002) argue that this positive relationship 
may be due to increased price volatility caused by such disclosures motivated, as 
%XVKHHDQG1RHSRLQWRXWE\LQVWLWXWLRQDOLQYHVWRUVZKLFKWHPSRUDULO\
WUDGHDJJUHVVLYHO\LQWKHIDFHRIQHZVKRUWWHUPSURÀWVFDXVLQJDQLQFUHDVHLQ
price volatility in the short term.
Gietzman and Trombetta (2003) argue that this positive relationship between pe
riodic disclosure and the cost of equity obtained by Botosan and Plumlee (2002) 
PD\EHGXHWRPRGHOVSHFLÀFDWLRQSUREOHPVDQGWKH\SRLQWRXWWKDWWKHPRGHOHVWL
PDWLRQGRHVQRWWDNHLQWRDFFRXQWWKHSRVVLEOHHIIHFWVRIWKHFRPSDQ\·VDFFRXQWLQJ
policy (aggressive versus conservative). In this regard, Gietzman and Trombetta 
(2003) speak of an “interaction equilibrium” in which the cost of equity is simulta
QHRXVO\LQÁXHQFHGE\WKHDFFRXQWLQJSROLF\DJJUHVVLYHversus conservative) and 
disclosure quality. Thus, aggressive companies can reduce their cost of equity by 
LQFUHDVLQJWKHTXDOLW\RIWKHGLVFORVHGLQIRUPDWLRQZKHUHDVFRPSDQLHVFODVVLÀHGDV
FRQVHUYDWLYHDUHQRWLQÁXHQFHGE\WKHGHJUHHRIGLVFORVXUH7KHVWXGLHVE\(VSLQR
sa and Trombetta (2007) for Spanish companies and Gietzaman and Ireland (2005) 
for companies in the United Kingdom provide empirical support for Gietzman and 
7URPEHWWD·VWKHRUHWLFDOSURSRVDORIDQ´LQWHUDFWLRQHTXLOLEULXPµ
2WKHUZRUNVVXFKDVWKRVHE\+DLO5LFKDUGVRQDQG:HONHUDQG)UDQ
cis et al. (2005) have also investigated the relationship between the cost of equity 
and voluntary disclosure of information. In a sample of Swiss companies Hail 
ÀQGVDVWURQJQHJDWLYHUHODWLRQVKLSUHJDUGOHVVRIWKHOHYHORIPRQLWRULQJ
by analysts, contrary to the results reported by Botosan (1997). Richardson and 
:HONHUVWXG\WKHUHODWLRQVKLSEHWZHHQÀQDQFLDODQGFRUSRUDWHGLVFORVXUH
DQGWKHFRVWRIHTXLW\IRUDVDPSOHRI&DQDGLDQÀUPV4XDQWLWDWLYHDQGTXDOLWDWLYH
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ÀQDQFLDOGLVFORVXUHLVQHJDWLYHO\UHODWHGWRWKHFRVWRIHTXLW\IRUFRPSDQLHVZLWK
low monitoring by analysts whereas the relationship turns positive for corporate 
GLVFORVXUH7KHVHÀQGLQJVFRQWUDU\WRWKHWKHRUHWLFDODVVXPSWLRQVPD\EHGXHWRD
different vision between those in favour of corporate social responsibility, suppor
ting projects with current negative values but with future cost savings and strategic 
advantages, and the market that values such projects as increased risk. 
The study by Francis et al. (2005) analyses the relationship between voluntary 
disclosure, and not only the cost of equity but also the cost of debt. The study is 
EDVHGRQDVDPSOHRILQGXVWULDOFRPSDQLHVIURPFRXQWULHVDQGÀQGVWKDWFRP
SDQLHVZLWKDJUHDWHUQHHGIRUH[WHUQDOÀQDQFLQJVKRZKLJKHUOHYHOVRIYROXQWDU\
disclosure and this greater disclosure is negatively related to the cost of equity and 
GHEWLQNHHSLQJZLWKWKHVWXGLHVE\6HQJXSWDDQG1LNROHYDQG9DQ/HQW
(2005). These works show a negative relationship between disclosure quality and 
the cost of debt, consistent with theoretical arguments which postulate that a detai
OHGRSSRUWXQHGLVFORVXUHSROLF\UHGXFHVSHUFHLYHGQRQSD\PHQWULVNIRUOHQGHUV
WKHUHE\UHGXFLQJWKHFRVWRIÀQDQFLQJ
The works mentioned so far analyse, directly or indirectly, the relationship between 
the voluntary disclosure of accounting information and the cost of equity. The analy
sis, however, focuses on the information from a global perspective, without distin
guishing categories or composition, although theoretically not all the information 
companies publish is equally relevant and therefore nor does it have the same po
tential impact on the cost of equity. A recent line of investigation has proposed the 
study of certain attributes of this disclosure and their relationship with the cost of 
equity. This group includes the works by Francis et al.+ULEDUDQG-HQNLQV
DQG0LNKDLOet al. (2004), who focus on one of those attributes, the quality of 
the results. Another group of works such as those by Botosan et al.(DVOH\
DQG2·+DUDDQG/DPEHUWet al. (2009) deal with other attributes: composition 
SXEOLFSULYDWHDFFXUDF\IRUHFDVWGLVSHUVLRQDQGWKHGHJUHHRIGLVVHPLQDWLRQRI
the published accounting information. In general, greater quality, accuracy and dis
semination lead to a lower cost of equity. 
Risk information is a key part of the information that companies voluntarily dis
close. Proof of this is the concern shown by regulatory accounting bodies and the 
accounting literature over risk disclosure. This interest has given rise to a line of 
research directed at: 
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a) Understanding the degree of risk disclosure and the corporate characteristics 
WKDW LQÁXHQFH VXFKGLVFORVXUH %HUHWWD DQG%UR]]RODQ/LQVOH\ DQG
6KULYHV0RKREERW$EUDKDPDQG&R[DQG
E 7KHLQIRUPDWLRQFRQWHQWRIULVNGLVFORVXUH3DSHUVOLNHWKHRQHVRI-RULRQ
 5DMJRSDO  :RRGV et al.  /LQVPHLHU et al. (2002), 
/LXet al. DQG.UDYHWDQG0XVOX FDQEH LQFRUSRUDWHG LQWR
this research line. The conclusions of the latter are especially interesting. 
.UDYHWDQG0XVOXÀQG WKDWDQQXDOFKDQJHV LQ ULVNGLVFORVXUHVDUH
VLJQLÀFDQWO\ DQGSRVLWLYHO\ DVVRFLDWHGZLWK FKDQJHV LQ GDLO\ VWRFN UHWXUQ
YRODWLOLW\ FKDQJHV LQ UHODWLYH YRODWLOLW\ RI QHJDWLYH GDLO\ UHWXUQV ÀOLQJ
volume, changes in trading volume, and changes in volatility of forecast 
revisions. Therefore they conclude that company risk disclosures appear to 
introduce unknown contingencies and risk factors rather than only update 
information about known risks.
+RZHYHUQRVWXG\KDVDWWHPSWHGWRYHULI\VSHFLÀFDOO\ZKHWKHURUQRWGLVFORVXUH
of this type of information is related to an increase or decrease in the cost of equity 
borne by companies. The present study deals with that issue and is based on a sam
ple of companies listed on the Spanish capital market. 
Hypothesis 
Increased disclosure by companies can reduce information asymmetry between su
ppliers and users of the information and directly lead to an increase in the liquidity 
of shares and a reduction in the cost of equity. As the literature review has made 
clear, voluntary disclosure in general terms can reduce the cost of equity, although 
some studies such as those by Botosan and Plumlee (2002) and Richardson and 
:HONHUHYLGHQFHDSRVLWLYHUHODWLRQVKLSLQFRQWUDVWWRZKDWZDVH[SHFWHG
between periodic and corporate information and the cost of equity.
)RUVHYHUDO\HDUVQRZDFFRXQWLQJERGLHV$PHULFDQ,QVWLWXWHRI&HUWLÀHG3XEOLF
$FFRXQWDQWV$,&3$,QVWLWXWHRI&KDUWHUHG$FFRXQWDQWVLQ(QJODQG	:D
OHV ,&$(:DQG WKHDFFRXQWLQJ OLWHUDWXUH 6RORPRQet al. 2000; Cabedo 
DQG7LUDGRKDYHEHHQLQWHUHVWHGLQWKHEHQHÀWVRIJUHDWHUULVNGLVFORVXUH,Q
WKLVUHJDUGDFFRUGLQJWR,&$(:ULVNGLVFORVXUHKHOSVWRUHGXFHWKHFRVWRI
equity for companies. Greater risk disclosure will enable potential providers of ca
SLWDOWRIRUHFDVWIXWXUHFDVKÁRZVZLWKOHVVXQFHUWDLQW\ZLWKOHVVULVNLQIRUPDWLRQ
Risk disclosure and cost of equity 
The Spanish case
113Contaduría y Administración 59 (4), octubre-diciembre 2014: 105-135
investors should demand a higher risk premium because the data that would enable 
WKHPWRDGHTXDWHO\DVVHVVWKHULVNVWKHFRPSDQ\LVH[SRVHGWRLVPLVVLQJ7KXV
more risk disclosure should be negatively related to the cost of equity.
On the basis of the above, considering the arguments in the literature on the rela
tionship between the disclosure of accounting information and the cost of equity 
and the impact of risk disclosure on reducing uncertainty and the cost of equity, 
this  study tests the following hypothesis: “There is a negative relationship be
tween risk disclosure and the cost of equity”.
Methodology and data
Empirical model
The following regression model was used to analyse the relationship between the 
cost of equity and risk disclosure (1):




 is the cost of equity implicit in the i-nth for period t.
IRR
it
WKHFRPSDQ\·VULVNGLVFORVXUHLQGH[i-nth for period t.
LMC
it
 is the logarithm for the market capitalisation of the company i-nth for period t.
LEV
it




Below is a description of the procedures used to estimate the values of the depen
GHQWYDULDEOHFRVWRIHTXLW\DQGWRGHWHUPLQHULVNGLVFORVXUHLQGH[YDOXHVH[SOD
natory variables) and control variables.
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Dependent variable: cost of equity
$VWKHFRVWRIHTXLW\LVDPHDVXUHRIH[SHFWHGSURÀWDELOLW\LWLVQRWGLUHFWO\RE
servable and must be estimated. It was estimated using the residual income model 
(RIV). Such as Ohlson (1995), this model establishes that share price is determined 
E\WKHERRNYDOXHRIHTXLW\SOXVDQLQÀQLWHXSGDWHGÁRZRIIXWXUHDEQRUPDOHDU
nings or residual income (2):       
 




 is the market value of the share at moment t; E
t
 is the estimation operator; 
bv
t
 is the book value of equity at time t; x
WƲ
is the estimation of results of WƲ made 
at time  t; and rLVWKHSURÀWDELOLW\GHPDQGHGE\VKDUHKROGHUVRUWKHFRVWRIHTXLW\
In order to estimate the cost of equity, the residual income valuation model requi
UHVLQWKHRU\WKHHVWLPDWLRQRIIXWXUHSURÀWVDQGHTXLW\WRLQÀQLW\+RZHYHUIRU
practical purposes Gebhardt et al. (2001) propose an operational model to esti
PDWHWKHFRVWRIHTXLW\WKDWDGRSWVDWKUHHVWDJHDSSURDFKDWKHÀUVWVWDJHXVHV





has been used in other studies such as those by Hail (2002), Gietzman and Ireland 
DQG(VSLQRVDDQG7URPEHWWD







 is the book value of equity at time t. 
 is the  future book value of equity at date WƲ, assuming the clean surplus 
relationship in which H[SHFWHGIXWXUHQHWGLYLGHQGV
for period (WƲWƲ) are the average payout ratio (distributed dividends) for the 
ODVWÀYH\HDUV
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*HQHUDO,QGH[HOLPLQDWLQJQHJDWLYH52(V$QGr is the cost of equity. The cost of 
equity is estimated by an iterative process using the available information.
Independent variable: Risk disclosure index
0RVWSUHYLRXVVWXGLHVKDYHXVHGQDUUDWLYHFRQWHQWDQDO\VLV WRGHWHUPLQHWKHGH
gree of risk disclosure. This method involves classifying narrative information into 
the different study categories and establishing a measure of that information. The 
usual measure is the number of sentences. Thus it is accepted that higher numbers 
RIVHQWHQFHVGLVFORVHGLQGLFDWHKLJKHUULVNGLVFORVXUH/LQVH\DQG6KLUYHV
DQG$EUDKDPDQG&R[7KHPDLQGUDZEDFNRIWKLVPHDVXUHLVWKDWLWSUR
vides information on the amount of disclosure but not on the informative content.
In order to overcome this limitation, we have used the methodology proposed by 
Cabedo and Tirado (2009). This methodology measure the degree of risk disclo
VXUHXVLQJDQLQGH[EDVHGRQSXEOLVKHGLQIRUPDWLRQ7KHÀUVWVWHSRIWKHSURSRVDO
requires analysis of all the risk disclosure contained in the accounting information 
SXEOLVKHGE\WKHVWXGLHGFRPSDQLHV7KHQDVHULHVRISKDVHVLVGHÀQHG3KDVHLV
understood to mean an informative level regardless of the number of sentences 
concerning a given aspect of risk. In particular and within the group of companies 
VWXGLHGÀYHSKDVHVKDYHEHHQLGHQWLÀHG
&DEHGRDQG7LUDGRPHDVXUHWKHGHJUHHRIULVNGLVFORVXUHXVLQJDQLQGH[
based on published information.
 3KDVH7KHFRPSDQ\RQO\PHQWLRQVWKHULVNVLWLVH[SRVHGWR
 Phase 2:  The company describes the risk and how it is affected by that risk.
 3KDVH7KHFRPSDQ\TXDQWLÀHVWKHLPSDFWRIWKHULVN
 Phase 4: The company informs on risk management.
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posed to (phase 1), it may also describe them and how they affect it (phase 2) and 
may provide information on risk management (phase 4).
7KHULVNGLVFORVXUHLQGH[IRUHDFKFRPSDQ\LVFRQVWUXFWHGIURPWKHQXPEHURISKD
ses it is in for each of the risks on which the company provides information. This 
LQGH[UHÁHFWVWKHGHJUHHRIULVNGLVFORVXUHIRUHDFKFRPSDQ\
                        (4)
:KHUHIR
i








for said company2. 
7RFDOFXODWHWKHULVNGLVFORVXUHLQGH[IR) it is therefore necessary to calculate two 
VXELQGH[HVWKHÀQDQFLDOULVNLQGH[IRFDQGWKHQRQÀQDQFLDOULVNLQGH[IRNF). 
%HORZDUHWKHHTXDWLRQVXVHGWRHVWLPDWHDQG





is the phase value jRIWKHÀQDQFLDOULVNrf 
for company i-nth;  will take a value of 1 if company i is in that phase and 0 if 
it is not; m is the number of phases.
                            
where rNfLVWKHW\SHRIQRQÀQDQFLDOULVN  is the phase value jRIWKHQRQÀ
nancial risk rNf for  company i-nth;  it will take a value of 1 if the company is 
in that phase and 0 if it is not; and f
LK
 represents the risk factors in the case where a 
QRQÀQDQFLDOULVNFDWHJRU\SUHVHQWVPRUHLQIRUPDWLRQRQDULVNIDFWRUf
LK
 will take 
the value 1 for each nIDFWRURIQRQÀQDQFLDOULVN
2)LQDQFLDOULVNVKDYHEHHQFODVVLÀHGLQWRÀYHFDWHJRULHVLQWHUHVWUDWHULVNH[FKDQJHUDWHULVNFRPPRGLW\ULVN
FUHGLWULVNDQGOLTXLGLW\ULVN1RQÀQDQFLDOULVNVKDYHEHHQFODVVLÀHGLQWRVHYHQFDWHJRULHVEXVLQHVVULVNVWUDWH
gic risk, compliance risk, information processing risk, integral risk and other risks.
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In order to eliminate problems of size in the estimated model, the variables re
SUHVHQWLQJWKHGHJUHHRIULVNGLVFORVXUHIRUHDFKLQGH[WRWDO,5ÀQDQFLDO,5)
DQGQRQÀQDQFLDO,51)KDYHEHHQUHODWLYL]HG7KXVWKHULVNLQGH[HVXVHGLQWKH
model are as follows (7), (8) and (9):
                                                              (7)
                                                            (8)












This  work studies the relationship between risk disclosure and the cost of equi
W\+RZHYHU WKHFRVWRIHTXLW\ LV LQÁXHQFHGE\RWKHUULVNIDFWRUV WKDW LQYHVWRUV
perceive for the company. In this regard, control variables have been introduced 
LQWKHIRUPRIGLIIHUHQWULVNIDFWRUVWKDWLQÁXHQFHWKHFRVWRIHTXLW\XVHGLQSULRU
VWXGLHVOLNHWKRVHE\%RWRVDQ+DLO(VSLQRVDDQG7URPEHWD
and Francis et al.7KHVHFRQWUROYDULDEOHVDUHVL]HOHYHUDJHDQGERRNWR
market.
6L]H /0&7KH IDFW WKDW ODUJH FRPSDQLHV KDYH JUHDWHU ÀQDQFLQJ QHHGVPHDQV
that they provide more information, reducing information asymmetry on perceived 
risk. Thus, there is likely to be a negative relationship between company size and 
the cost of equity. Botosan (1997), Hail (2002), Botosan and Plumlee (2005), Hail 
DQG/HX]DQG5DNRZUHSRUWWKDWQHJDWLYHUHODWLRQVKLS2WKHUVWX
dies, however, like the one by Cheng et al.ÀQGQRUHODWLRQVKLSEHWZHHQWKH
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cost of equity. Therefore there is likely to be a positive relationship between the 
level of leverage and the cost of equity. Gebhardt et al. (2001), Gietzmann and Ire
ODQG%RWRVDQDQG3OXPOHH+DLODPRQJRWKHUVÀQGHYLGHQ
FHIRUVXFKDUHODWLRQVKLS7KHGHEWWRPDUNHWFDSLWDOLVDWLRQUDWLRKDVEHHQXVHGDV
a proxy for leverage.
%RRNWRPDUNHW UDWLR %707KHERRNWRPDUNHW UDWLR UHSUHVHQWVDPHDVXUHRI
FRPSDQLHV·RSSRUWXQLWLHVIRUJURZWK*HEKDUGWet al., 2001). High values for this 
ratio indicate lower opportunities for growth and therefore a higher cost of equity. 
Botosan and Plumlee (2005), Cheng et al.DQG+DLODQG/HX]ÀQG
evidence of this positive relationship.
Data 
7KHVDPSOHXVHG WR WHVW WKHK\SRWKHVLVFRPSULVHVGDWD IURPQRQÀQDQFLDOFRP
SDQLHVOLVWHGRQWKH0DGULG6WRFN([FKDQJHIURPWR&RPSDQLHVIRU
ZKLFKWKHUHZHUHQRSURÀWIRUHFDVWVZHUHHOLPLQDWHGIURPWKHVDPSOHDVIRUHFDVWV
were needed to estimate the cost of equity. Companies for which there was no ac
counting data were also eliminated.
Furthermore, variable cost of equity outliers were eliminated so that they would 
not distort the estimation results for the different models. This involved elimina
ting observations with values outside the following values:




 – 1.5 × RIC             (10)














DUHWKHÀUVWTXDUWLOHDQGWKHWKLUGTXDUWLOHDQGRIC is the interquartile range.
In the sample, 21 variable cost of equity outliers were detected and eliminated. The 
ÀQDOVDPSOHFRQVLVWHGRIREVHUYDWLRQV7DEOHVKRZVGHWDLOVRIWKHVDPSOHVH
lection process and the table 2 the distribution of the sample by economic sectors. 
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Table 1
Sample of companies in the study
    
2007 2008 2009 Total
1RQÀQDQFLDOFRPSDQLHVOLVWHGRQWKH
0DGULG6WRFN([FKDQJH
107 115 119 341
Companies eliminated due to the lack of 
SURÀWIRUHFDVWV
19 31 32 82
Companies eliminated due to the lack of 
accounting data
1 1 2 4
Outliers 5 10  21
Total sample 82 73 79 234
The data on risk disclosure levels was obtained from annual accounts and mana
gement reports for the years 2007 to 2009. The 2007 General Accounting Plan 




risk information, leaving it to the companies to decide whether to present infor
mation on other types of risks. To supplement the information on risks, Spanish 
legislation (Article 202 of the Spanish Corporations Act) establishes that compa
nies with an obligation to produce consolidated information must present in the 
PDQDJHPHQWUHSRUWDGHVFULSWLRQRI WKHPDLQULVNV WKH\DUHH[SRVHGWR WRJHWKHU
ZLWKREMHFWLYHVPDQDJHPHQWSROLF\DQGH[SRVXUHWRÀQDQFLDOULVNV7KXVWKHVH
WZRGRFXPHQWVWKHFRPSDQ\DQGPDQDJHPHQWUHSRUWVUHÁHFWDOOWKHLQIRUPDWLRQ
on risks that companies disclose. 
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Table 2
Sample Composition by Economic Sectors
             
 N %
Petrol and Power 30 12.9 %
Basic materials, Industry and Construction  
Consumer Goods  
Consumer Services 39 
5HDO(VWDWH 19 7.8 %
Technology and Telecommunications 17 7.5 %
Total 234 100 %
7KUHHW\SHVRIGDWDZHUHXVHGWRFDOFXODWHWKHFRVWRIHTXLW\VKDUHSULFHVSURÀW
forecasts per share and corporate variables. 
6KDUH SULFHVZHUH REWDLQHG IURP WKH0DGULG2IÀFLDO 6WRFN([FKDQJH%XOOHWLQ





DQG SXEOLVK WKHLU DQQXDO DFFRXQWV7KXV WKH VKDUH SULFH FRQVLGHUHG UHÁHFWV WKH
information contained in the annual accounts for the previous year. On the date the 
DXGLWUHSRUWLVVLJQHGWKHDQQXDODFFRXQWVDUHIRUPXODWHGDQGFDQQRWEHPRGLÀHG
,QWKLVUHJDUGDOWKRXJKWKLVLQIRUPDWLRQKDVQRW\HWEHHQSXEOLVKHGLQWKHRIÀFLDO
registers, it is worth noting that the market does anticipate it.
3URÀW IRUHFDVWV DQGDFFRXQWLQJYDULDEOHVZHUHREWDLQHG IURP WKHThomson One 
Banker database.
Results
Analysis of the data
Table 3 shows the main descriptive statistics for the set of variables used in the 
analysis for the sample of companies.
From the data shown in table 3 it is worth noting that there is little dispersion of 
ÀJXUHVRQVL]HLMC), and the standard deviation is 1.71, which represents around 
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RIWKHDYHUDJH:KHUHDVOHYHUDJHLEVDQGERRNWRPDUNHWBTM) show high 
standard deviations, 1.38 and 0.59 (150% and 95% of the average) respectively. The
refore, it is a fairly uniform sample in terms of company size, although there is a 
JUHDWHUGLIIHUHQWLDWLRQEHWZHHQFRPSDQLHVLQWHUPVRIOHYHUDJHDQGERRNWRPDUNHW
In relation to risk disclosure, table 3 shows that 50% of the companies have a total 
ULVNLQGH[IRR) under 0.39, whereas only 25% have an (IRR) over 0.54; that is a 
OLWWOHRYHUKDOIWKHFRPSDQLHVWKDWGLVFORVHWKHPRVW7KLVGDWDUHÁHFWVWKHIDFWWKDW




ULVNV,QUHJDUGWRQRQÀQDQFLDOULVNGLVFORVXUH(IRNFR), few companies present 
LQIRUPDWLRQRQQRQÀQDQFLDOULVNVLQWKHLUDQQXDODFFRXQWVRIWKHFRPSDQLHV














/0&  5.58   7.94  1.71
/(9 0.01 0.15 0.45 0.92 1.03 10.37 1.38
%70 0.00  0.48  0.84  0.59
IRR 0.07 0.30 0.39 0.43 0.54 1.00 0.17
IRFR 0.00 0.55   0.83 1.00 0.20
,51)5 0.00 0.00 0.13 0.22 0.34 1.00 0.22
r
j
0.03 0.09 0.11 0.11 0.13 0.21 0.03
r
a
0.03 0.08 0.11 0.11 0.13 0.19 0.03
Finally, as table 3 shows, the average cost of equity is 11% with a standard devia
tion of 3%.
1RWHV
LMC is the logarithm of market capitalisation LEV is the total debt ratio per market capitalisation. 
BTM LV WKHERRNWRPDUNHWUDWLRIRR LV WKHULVNGLVFORVXUH LQGH[LQUHODWLYH WHUPVFDOFXODWHG




 is the estimation of the cost of equity calculated with model (3) using the closing price for 
VKDUHVDWWKHHQGRI-XQH r
a
 is the estimation of the cost of equity calculated using model (3) and 
the closing price of shares on the date of issue of the audit report.
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Having shown the main descriptive statistics for the data, as an initial step in esti
PDWLQJWKHPRGHOVWKHFRUUHODWLRQVEHWZHHQWKHGHSHQGHQWDQGH[SODQDWRU\YDULD
bles for these models were analysed with a dual objective:
 ÀUVWO\WRGHWHUPLQHLQWKHJURXSRISRWHQWLDOO\H[SODQDWRU\YDULDEOHVWKRVH








thesis: greater risk disclosure will reduce the cost of equity.

















IRFR  0.254*** 1
IRNFR  0.082 0.158** 1
IRR 0.098 0.210***  0.782*** 1
BTM 0.550*** 0.588***  0.098  1
LEV 0.404*** 0.483*** 0.241*** 0.048 0.229*** 0.431*** 1
LMC   0.325*** 0.115*   0.022 1
      
1RWHV
LMC is the logarithm of market capitalisation LEV is the total debt ratio per market capitalisation. 
BTMLVWKHERRNWRPDUNHWUDWLRIRRLVWKHULVNGLVFORVXUHLQGH[LQUHODWLYHWHUPVFDOFXODWHGDF




is the estimation of the cost of equity calculated with model (3) using the closing price of shares at 
WKHHQGRI-XQH r
a
 is the estimated cost of equity calculated using model (3) and the closing price 
of shares on the date of issue of the audit report.
6LJQLÀFDQWDW6LJQLÀFDQWDW6LJQLÀFDQWDW
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Results relativized
Table 5 shows the results of the ordinary least squares estimation of the model.
Table 5





















    





































LMC is the logarithm of market capitalisation LEV is the total debt 




 is the estimation of the cost of equity calculated with model (3) 
XVLQJWKHFORVLQJSULFHIRUVKDUHVDWWKHHQGRI-XQHr
a
 is the estima
tion of the cost of equity calculated using model (3) and the closing 




the cost of equity (r
a
) when the audit date is taken as the reference for calculation. 
7KLVUHODWLRQVKLSLVRSSRVLWHWRWKDWH[SHFWHG7KDWLVLWFRXOGEHLQWHUSUHWHGWKDW
the market penalises companies that disclose more information on risks so that 
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The variable size (LMCLVQRWVWDWLVWLFDOO\VLJQLÀFDQWLQHLWKHURIWKHWZRPRGHOV
7KHVHUHVXOWVFRQWUDGLFWWKHÀQGLQJVRISUHYLRXVVWXGLHVE\+DLO(VSLQRVD
and Trombetta (2007) and Botosan and Plumlee (2005) which show a statistically 
VLJQLÀFDQWQHJDWLYHDVVRFLDWLRQ7KHVHUHVXOWVPD\EHGXHWRWKHIDFWWKDWPRVWRI
the companies in the sample are similar in size. 
7KHRWKHUWZRYDULDEOHVWKDWUHÁHFWULVNIDFWRUVLEV) and (%70 show statistica
OO\VLJQLÀFDQWSRVLWLYHUHODWLRQVKLSVLQERWKPRGHOVDVH[SHFWHGDKLJKHUOHYHORI
OHYHUDJH/(9LVSHUFHLYHGE\LQYHVWRUVDVDKLJKHUOHYHORIULVNDQGWKXVLQYHV
tors demand a higher cost of equity; increases in book-to-market (BTM) indicate 
lower prospects of growth and so investors demand a higher cost of equity to invest 
in such companies.
,QYLHZRI WKH IDFW WKDW WKH ULVNGLVFORVXUH LQGH[ IRR) includes information on 
ÀQDQFLDODQGQRQÀQDQFLDOULVNVWKHHIIHFWRQWKHFRVWRIHTXLW\RIÀQDQFLDOULVN





estimates the cost of equity using the date of the audit report as reference. Thus 
WKHPDUNHWEHKDYHVLQDZD\WKDWFRQWUDGLFWVWKHK\SRWKHVLV1RWRQO\GRHVJUHDWHU
ÀQDQFLDO ULVNGLVFORVXUHQRW UHGXFH WKHFRVWRIHTXLW\ DVSRVLWHG LQ WKH WKHRU\
EXWWKHPDUNHWSHUFHLYHVLWDVDULVNIDFWRUZLWKDQHJDWLYHLQÁXHQFHRQWKHFRVWRI
equity. 
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 is the estimation of the cost 
of equity calculated with model (3) using the closing price for shares at the end of 
-XQHr
a
 is the estimation of the cost of equity calculated using model (3) and the 
closing price of shares on the date of issue of the audit report 
6LJQLÀFDQWDW6LJQLÀFDQWDW6LJQLÀFDQWDW
7KLVUHODWLRQVKLSEHWZHHQWKHFRVWRIHTXLW\DQGÀQDQFLDOULVNGLVFORVXUHVKRZV






can perceive qualitative and quantitative information in different ways and so the 
VLJQRIWKHUHJUHVVLRQFRHIÀFLHQWIRUWKHYDULDEOH,5)5LQWKHPRGHOVKRZQLQWDEOH
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PD\EHGHWHUPLQHGE\WKLVWZRIROGDVSHFWRIWKHLQIRUPDWLRQLWFRQWDLQV7RGH
termine whether there is a differential effect between the two types of information 








 is the implicit cost of equity for i-nth in period t.
D
it
 is a dichotomous variable that takes the value 1 when company i-nth discloses 




 is the logarithm for market capitalisation of company i-nth in period t.
LEV
it









cost of equity for the company (penalising it).
The result from this last estimated model reinforces the idea that markets associate 
greater disclosure with the need for the company to justify higher levels of risk: 
WKHPDUNHWLQWHUSUHWVWKHTXDQWLÀFDWLRQRIULVNVQHJDWLYHO\SHQDOLVLQJWKHFRVWRI
equity in companies that engage in this practice; it seems therefore, that the market 
LQWHUSUHWVWKDWFRPSDQLHVWKDWRIIHUTXDQWLWDWLYHLQIRUPDWLRQDUHH[SRVHGWRKLJKHU
levels of risk.
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Table 7
,PSDFWRITXDQWLWDWLYHÀQDQFLDOULVNGLVFORVXUHRQWKHFRVWRIHTXLW\
     























D is a dichotomous variable that takes value 1 when the company provides 
TXDQWLWDWLYHLQIRUPDWLRQRQÀQDQFLDOULVNVDQG]HURZKHQLWGRHVQRW. LMC 
is the logarithm of market capitalisation LEV is the total debt ratio per mar
ket capitalisation. BTMLVWKHERRNWRPDUNHWUDWLRr
a
 is the estimation of 
the cost of equity calculated using model (3) and the closing price of shares 
on the date of issue of the audit report
6LJQLÀFDQWDW6LJQLÀFDQWDW6LJQLÀFDQWDW
Conclusions
There is an important body of theoretical and empirical studies in the literature 
that study the relationship between the disclosure of accounting information and 
the cost of equity. However, despite the fact that for several years now, profession
al accounting bodies and various authors have emphasised risk disclosure, few 
VWXGLHVKDYHVSHFLÀFDOO\DQDO\VHGWKHUHODWLRQVKLSEHWZHHQWKLVW\SHRIGLVFORVXUH
and the cost of equity. Furthermore, most studies approach the problem from a 
theoretical perspective.
The present study has analysed the relationship between risk disclosure and the 
cost of equity from an empirical perspective. For that purpose a regression model 
has been estimated where the dependent variable is the cost of equity and the set 
RIH[SODQDWRU\YDULDEOHVFRQVLVWVRIWKHLQGLFDWRUVRIWKHGHJUHHRIULVNGLVFORVXUH
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and a set of corporate variables that represent risk, leverage, potential growth and 
company size.
7KH VDPSOH LVPDGHXSRI QRQÀQDQFLDO FRPSDQLHV OLVWHGRQ WKH0DGULG6WRFN
([FKDQJHIURPWR,QDGGLWLRQULVNGLVFORVXUHLQWKHVDPSOHKDVEHHQ
summarised using ad hocLQGH[HVWKDWUHÁHFWWKHGLIIHUHQWDVSHFWVRIHDFKULVNWKDW
companies provide information on. The cost of equity for each company was esti
mated using the residual income model (RIV). 
The results show that the cost of equity is related to corporate aspects such as the 
potential for growth (book-to-market) and leverage. However, in the case of size, 
QRVWDWLVWLFDOO\VLJQLÀFDQWUHODWLRQVKLSZDVIRXQGSUREDEO\GXHWRWKHODFNRIGLIIH
rentiation in relation to this magnitude among companies in the sample.





the date of the audit report is taken as reference for the disclosure. The non sig
QLÀFDQFHRIWKHUHODWLRQVKLSZKHQDODWHUGDWHLVWDNHQDVUHIHUHQFHWKHPRQWKRI
-XQHPD\EHGXHWRWKHIDFWWKDWWKHLQIRUPDWLRQZDVGLVFORVHGEHIRUHWKDWGDWH




cost of equity (that is, greater disclosure means higher cost of equity). In addition, 
a relationship with similar characteristics has been detected between the cost of 
HTXLW\DQGTXDQWLWDWLYHGLVFORVXUHVRIÀQDQFLDOULVNVWKDWLVWKHUHVXOWVVXJJHVWWKDW
markets associate higher risk disclosure or quantitative disclosure with a need for 
the company to justify higher levels of risk.
7KHRXWFRPHVRIWKLVSDSHUPXVWEHÀJXUHGRXWDWWHQGLQJWRWKHIROORZLQJUHPDUNV
we have used the model proposed by Gebhardt et al. (2001), to estimate the cost of 
HTXLW\:HKDYHXVHGWKHDQDO\VWV·IRUHFDVWVRIIXWXUHSURÀWVLQWKLVPRGHODQGZH
KDYHDSSOLHGLWRQDVDPSOHRI6SDQLVKQRQÀQDQFLDOÀUPV)RUIXWXUHUHVHDUFKLW
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FRXOGEHLQWHUHVWLQJWRH[WHQGWKHDQDO\VLVZHKDYHGRQHWRRWKHUFRXQWULHV%\WKLV
way, a possible relationship between cost of equity and different degrees of risk 
disclosure (which depends on national law) could be detected.
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